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AUGUST 1985

An AICPA publication for the local firm

STRATEGIC MARKETING FOR CPA FIRMS
When I entered public accounting in 1959, the en
vironment was considerably different from today's.
It was less competitive then, loyalties meant more,
one could even make a few mistakes without losing a
client, and changes in professional requirements
and procedures were less frequent. Now, of course,
clients are just clients and usually not friends, and
change is constant and affects every area of practice,
putting stress on people who find it difficult to keep
up.
Todays increased competition has also put ex
treme pressure on prices for compliance services.
Many CPA firms are struggling because they neither
provide what clients want nor know how to market
their services. To market successfully, a firm has to
differentiate itself from its competitors. If it doesn’t,
then price becomes the primary issue.
Competition also causes a problem for smaller
CPA firms seeking to be their clients business ad
viser. This problem is one of perception versus real
ity. People look at the expensive advertisements that
large CPA firms place in small-business magazines
and conclude that their size alone means that these
firms must be good.
We have, thus far, seen only the tip of the iceberg
concerning computers, and much of the equipment
is being underutilized. This is changing quickly
though. Some firms have found that microcom
puters, when used for such purposes as developing
pricing models, budgeting, forecasting and other
creative uses, can help business clients increase
their profits. More important, this increases the
CPA’s value to the client.
Practical strategic planning
Running a CPA firm in this environment isn’t the
same as it used to be, and many CPA firms have lost

their understanding of how to make money. Firms
must now be run as businesses and, like client busi
nesses, probably by tough managers. There is a
strong need for unified direction—a CPA firm or a
business just can’t be successful without it.
To prosper, CPA firms must have a constant influx
of good clients and staff. Quality products are neces
sary to meet the needs of these clients. In addition,
CPA firms must develop a sense of how to market
their services. This all takes planning and discipline
and to do it successfully, firms must have strong, yet
caring leaders. The work ethic among younger staff
members is not too different today from what it was
twenty-five years ago. Most people still want to be
successful, and they will work for it. Motivation
comes from within, and a good manager will hire
motivated people and develop a working environ
ment that nurtures and builds good professionals.
Look at your firm and determine its strengths and
weaknesses. We CPAs are taught to focus on weak
nesses, negatives and mistakes. Instead of doing
that, first find out in what areas people are strong,
then put them in positions to utilize their strengths
without allowing their weaknesses to really hurt the
firm. Similarly, look at your marketplace and at
your firm’s specialties and niches—all firms have
them. Concentrate on your firm’s strengths, not its
weaknesses, and capitalize on your opportunities to
maximize profitability. —►
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Develop a standard of excellence in your firm.
When change is needed, managers must have the
courage to change, yet must respect the culture of
the organization. Ninety-degree turns can tear the
firm apart. Change must be consistent and incre
mental. Effective leaders never lose their sense of
direction. They are able to effect change with sup
port, not discord.

The planning process
To gain support, partner participation in the plan
ning process is imperative. Get partners together to
talk about the issues. The planning process should
be formalized. While a consultant can often help in
developing strategies, neither a consultant nor a
managing partner should write a plan for a firm. It
must have the partners’ imprint. Help determine the
objectives, and build a consensus in order to derive
maximum benefit from the plan. In reality, you will
probably find that the partners benefit more by
going through the planning process than they do
from the actual strategic plan.
To implement a strategic plan, a CPA firm needs
tools. The best one is an annual business plan that
includes an overview of the strategic marketing plan
and sections on the firm’s competition; personnel
evaluations and needs; an evaluation of existing ser
vices and potential new services; a detailed market
ing plan; and a budget—hours and dollars by
departments and/or individuals. Remember that
accountability is the essence of what makes a busi
ness successful. One-year plans are better than fiveyear ones in this respect because they more easily
provide direction and help to measure results.

Marketing as a way of life
Marketing is positioning your firm and yourself so
that you are perceived by prospective buyers as the
right CPA firm for them. What is positioning? It is
presenting yourself to prospective buyers, for exam
ple, by advertising, public speaking, meeting with
or writing to them. Most firms don’t stress the im
portance of positioning but without it, you cannot
sell your firm’s services. You can position yourself
and your firm well if you work at it and recognize the
numerous opportunities before you.
To be successful in marketing, emphasize your
firm’s strengths. Go through your client list and find

where you have a few clients in the same industry.
Become an expert in that area. Give speeches, write
articles and send copies to clients, prospective cli
ents and referral sources. Join trade associations.
Work at being a specialist but keep in mind that an
expert is someone people think is an expert. Percep
tion again. Nevertheless, you must be what you say
you are to ultimately get and keep a client.
To become your clients’ trusted business adviser
you must keep up to date on matters that affect
them, so take courses and read trade publications
affecting your clients. Make sure you don’t operate
on yesterday’s knowledge. Competition makes us all
better, and while the professionals best suited to
advise business people are their CPAs, we must be
informed and able to sell our ideas.
Don’t forget that staff need training in marketing.
Young staff members’ training is almost always
technical, and they are usually expected to become
business advisers by osmosis. So broaden their hori
zons and expose them to other ideas by inviting
speakers who are not CPAs but who have expertise
in other areas to give luncheon addresses at your
firm. Take staff to client meetings. Encourage cre
ative ideas and additional business education.
Most CPA firms operate on a reactive basis. But to
be successful in today’s environment, you have to
operate on a proactive basis and show that you care
about helping clients make money. If you are supply
ing primarily compliance rather than money-mak
ing services, you will always be vulnerable to fierce
price competition. To retain clients, find out what
they want and their perceptions of your services.
The most successful firms are helping their clients
be successful. You have to be able to provide and
translate data into something clients can under
stand and want. Therefore, differentiate your prod
ucts and make your services worth more to your
clients. For instance, get your partners and staff to
become microcomputer-proficient. The microcom
puter is the most important tool ever for local prac
titioners. It can help local firms to be more effective
competitors.

Overcoming internal resistance
As far as most accountants are concerned, there is a
stigma attached to selling. We are not trained for it,
(Continued on page 5)
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Highlights of Recent Pronouncements
FASB Statements of Financial
Accounting Standards (SFASs)

No. 85 (March 1985), Yield Test for Determining
Whether a Convertible Security Is a Common Stock
Equivalent
□ Amends APB Opinion no. 15, Earnings per
Share, to replace the "cash yield test” with an
"effective yield test” for determining whether
convertible securities are common stock
equivalents in the primary earnings-per-share
computation.
□ Effective for convertible securities issued after
March 31, 1985.
No. 84 (March 1985), Induced Conversions of Con
vertible Debt
□ Amends APB Opinion no. 26, Early Extinguish
ment of Debt, to exclude from its scope con
versions of convertible debt when conversion
privileges included in terms of the debt at issu
ance are changed, or additional consideration
is paid, to induce conversion of the debt to
equity securities.
□ Specifies the method of accounting for such
conversions.
□ Effective for conversions of convertible debt
pursuant to inducements offered after March
31, 1985.
No. 83 (March 1985), Designation of AICPA Guides
and Statement of Position on Accounting by Brokers
and Dealers in Securities, by Employee Benefit Plans,
and by Banks as Preferable for Purposes of Applying
APB Opinion 20
□ Amends FASB Statement no. 32, Specialized
Accounting and Reporting Principles and Prac
tices in AICPA Statements of Position and
Guides on Accounting and Auditing Matters, to
update the list of preferable pronouncements
in Appendixes A and B.
□ Rescinds FASB Interpretation no. 10, Applica
tion of FASB Statement No. 12 to Personal Fi
nancial Statements.
□ Amends APB Opinion no. 30, Reporting the Re
sults of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extra
ordinary, Unusual and Infrequently Occurring
Events and Transactions, to eliminate reference
to the superseded AICPA Audit Guide, Audits of
Banks (1969).
□
Provisions shall be effective March 31, 1985.

No. 82 (November 1984), Financial Reporting and
Changing Prices: Elimination of Certain Disclosures
□ Amends FASB Statement no. 33, to eliminate
the requirement for supplementary disclosure
of historical cost/constant dollar information
for those enterprises that present current cost/
constant purchasing power information.
□ Effective for fiscal years ending on or after
December 15, 1984.
No. 81 (November 1984), Disclosure ofPostretirement
Health Care and Life Insurance Benefits
□ Requires certain disclosures about an em
ployers accounting for postretirement health
care and life insurance benefits, including a
description of the benefits provided and the
employee groups covered; a description of the
employer's accounting and funding policies for
those benefits; the cost of those benefits recog
nized for the period; and the effects of signifi
cant matters affecting the comparability of the
costs recognized for all periods presented.
□ Effective for financial statements for periods
ending after December 15,1984, for postretire
ment health care and life insurance benefits in
the U.S. and foreign countries. If information
on foreign benefits is unavailable, it need not
be included in financial statements for periods
ending before June 15, 1985. Thereafter, cur
rent and comparative data for periods ending
after December 15, 1984, are required to in
clude foreign benefits.

No. 80 (August 1984), Accounting for Futures
Contracts
□ Establishes standards of accounting and re
porting for futures contracts.
□ Requires that a change in the market value of a
futures contract be recognized as a gain or loss
in the period of the change unless the contract
qualifies as a hedge of certain exposures to
price or interest-rate risk. Immediate gain or
loss recognition is also required if the futures
contract is intended to hedge on an item that is
reported at fair value.
□ Requires that a change in the market value of a
futures contract qualifying as a hedge of an
existing asset or liability be recognized as an
adjustment of the carrying amount of the
hedged item. A change in the market value of a
futures contract that is a hedge of a firm com
mitment shall be included in the measurement
of the transaction that satisfies the com
mitment.
□ Effective for futures contracts entered into
after December 31, 1984.
Practicing CPA, August 1985
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FASB Interpretation
—

No. 38 (August 1984), Determining the Measurement
Date for Stock Option, Purchase, and Award Plans
Involving Junior Stock (interprets APB Opinion no.
25).
Statement of the Governmental
Accounting Standards Board
—

No. 1 (July 1984), Authoritative Status of NCGA Pro
nouncements and AICPA Industry Audit Guide
□ Sets forth the authoritative status of the Na
tional Council on Governmental Accounting
(NCGA) Statements and Interpretations and
the AICPA’s Industry Audit Guide, Audits of
State and Local Governmental Units (1974), as
amended by certain statements of position.
□ Identifies pronouncements concerning pen
sion accounting and financial reporting that
the GASB considers as sources of acceptable
accounting and reporting principles for public
employee retirement systems (PERS) and state
and local government employers.
GASB Interpretation

No. 1 (December 1984), Demand Bonds Issued by
State and Local Governmental Entities (interprets
NCGA Statement no. 1 and NCGA Interpretation no.
9).

□ Amends SAS no. 22, Planning and Supervision,
to include additional planning considerations
as a result of computer processing.
□ Amends SAS no. 23, Analytical Review Pro
cedures, to include consideration of computer
generated data as a factor when planning and
performing analytical review procedures.
□ Amends SAS no. 1, section 320, The Auditor’s
Study and Evaluation of Internal Control, by
describing the effects of computer processing
on internal controls.
□ Amends SAS no. 31, Evidential Matter, to clarify
that audit evidence is not affected by the use of
computer processing. Only the method by
which the auditor gathers that evidence can be
affected.
□ The amendments of the entire statement are
effective for examinations of financial state
ments for periods beginning after August 31,
1984.

Statement on Standards for
Accounting and Review Services

No. 5 (July 1982), Reporting on Compiled Financial
Statements
□ Amends the reporting standard and example
set forth in paragraphs 14(a) and 17 of State
ment on Standards for Accounting and Review
Services no. 1.
□ Applies to periods ending on or after December
31, 1982

Statements on Standards for
Management Advisory Services

Statements on Auditing Standards

No. 49 (September 1984), Letters for Underwriters
□ Supersedes SAS no. 38, Letters for Underwriters.
□ Changes are in response to revisions of finan
cial reporting requirements of the SEC and
other developments in auditing and reporting
practices.
□ Effective for letters for underwriters dated on
or after October 31, 1984.

No. 48 (July 1984), The Effects of Computer Process
ing on the Examination of Financial Statements
□ Supersedes SAS no. 3, The Effects ofEDP on the
Auditor’s Study and Evaluation of Internal
Control.
Practicing CPA, August 1985

No. 3 (November 1982), MAS Consultations
□ Provides guidance on the application of certain
of the general standards set forth in SSMAS no.
1, Definitions and Standards for MAS Practice, to
MAS consultations.
□ Establishes certain technical standards ap
plicable to MAS consultations.
□ Applies to MAS consultations occurring after
May 1, 1983.
No. 2 (November 1982), MAS Engagements
□ Provides guidance on the application of certain
of the standards set forth in SSMAS no. 1 to
MAS engagements.
□ Applies to MAS engagements undertaken on or
after May 1, 1983. □
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Letter to the Editor (A Commitment to
Quality—The Division for CPA Firms)
I read the article "Consulting Reviews Get Good
Reviews" in the May issue with considerable inter
est. I believe, however, that a consulting review
should be only the beginning of a firm’s commit
ment to quality control. Let me take a moment to
challenge readers.
Let me assert that if, as professionals, we really
care about quality, then the AICPA division for CPA
firms should be an integral part of the process to
achieve that goal. A commitment to quality requires
more than just lip service. It requires a commitment
to a system of quality control and a mechanism to
both inspect that process and monitor the system.
For most of us, the division for CPA firms offers the
most practical way to accomplish that.
The existence of the division reflects the recogni
tion that today, for a variety of economic and busi
ness reasons, we tend to practice more as groups of
professionals than as individuals. Twenty years ago
that could not be said.
The concept of the firm—as opposed to the indi
vidual—presents its own problems. Typically, each
firm comes to have its own identity. This is obvious
at the national level where it is the firms that are
perceived as issuing reports rather than the individ
ual partners who are responsible for the engage
ments. This is also becoming true in our own
communities, where local firms, rather than the
individual partners, are becoming known by banks
and other third parties as the preparers of reports.
If readers accept this premise, the next point is
clear. There must be a system of policies and pro
cedures in place within firms to ensure that the

products are consistent and reflect the standards of
the profession. If the mechanism does not ensure
that all reports issued by the firm meet disclosure
requirements and auditing and technical standards
regardless of the partner involved, it is not a sound
mechanism.
Some of my intellectual friends are quick to point
out that we are all professionals and this should be
enough to satisfy any concerns we have about
quality problems. But these same individuals would
never accept as satisfactory an internal control sys
tem in a client’s business simply because there were
qualified people at appropriate positions. The bot
tom line is this: We need a system of controls and
procedures just as much as our clients do. The ques
tion is, how do we accomplish it?
The answer is the AICPA division for CPA firms.
That’s why it is there, to help us develop, implement
and monitor just such a system. Let's face it: It is
simply too easy to become complacent about main
taining standards—particularly when we know
that ours are among the most quality-conscious
firms in our communities. We should never forget,
however, that the measurement of our quality
should be against the standards of our profession,
not against the relative quality of our competition.
Our firm is totally committed to maintaining a
quality-control system that will provide us with rea
sonable assurance that we are practicing in accord
ance with the highest standards of the profession.
We believe that the division for CPA firms is the best
vehicle to help us meet that goal. I submit that if
readers are also interested in maintaining the
quality of their practices, they give the division
their consideration. □
—John G. Hodgson, Jr., CPA, CFP
New Bedford, Massachusetts

Marketing (continued from page 2)
and it is outside our comfort zone. Fear of rejection
is another big factor in our reluctance to engage in
selling activities.
Although you will find that not everyone is good at
getting an order (selling), every partner and staff
accountant can help in the firm’s marketing pro
gram. All who service client accounts are obviously
important to the marketing effort. It's always easier
to sell additional services to existing clients than to
introduce a new client. This is best done using a
team approach. It takes persistence and patience to
build the necessary bridges between various depart
ments and people in a firm to support this effort.
Maintaining the right atmosphere in the firm is
also important to marketing success. A firm should

be adequately staffed, because personnel will be
reluctant to bring in more business if they think it
will result in their being overworked.
Finally, set up systems to reward producers. Com
pensation for partners and staff should recognize
technical competence as a requisite. Ability to sell
services should result in additional dollars. Without
demeaning other partners, the producers should be
heroes—people others look up to. There are golden
opportunities for firms that effectively market and
deliver excellent service. Your firm can and should
be one of them. □
—by Todd S. Lundy, CPA
Lundy & Associates, Inc.
540 Frontage Road
Northfield, Illinois 60093
Practicing CPA, August 1985
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Helping Clients Plan for
Business Transition
Those of us who have started our own businesses
and nurtured them through good times and bad
tend to develop sentimental attachments to our
creations. The thought of letting go—of turning
their management over to a second generation of
leaders—is not one that comes easily. Yet change is
inevitable, and failure to plan for retirement can
cause serious problems.
Family businesses have always been a major part
of the U.S. economy. Today, the more than 12 million
family-held businesses represent 95 percent of all
businesses, employ half of the private sector work
force and account for nearly half of the gross na
tional product of the country.
Despite their entrenchment in the economy, how
ever, family businesses don't endure. Their average
life span is 24 years, and only 30 percent survive into
the second generation. Fewer than 15 percent make
it into the third generation.
Part of the problem lies in the founders’ inability
to pass on their expertise, to teach and motivate
their successors to run the businesses. Another rea
son is the lack of planning for succession.
Ideally, the transfer of authority should occur
while the firms founder is still in possession of all
his faculties. It is unwise to procrastinate until ill
health necessitates abrupt action. We at Rachlin &
Cohen have advised clients on the need for successor
managers of their firms, and on the methods for
selecting and training people.
At our own firm, we have established a five-year
time frame for engineering a smooth transition.
About eighteen months ago, I stepped down as man
aging director to let Harvey Miller, another partner,
take charge. He assumed responsibility for the dayto-day operations of the firm, including budgetary
and partner matters, practice development ac
tivities, firm growth and direction and overall staff
supervision and assignment. I retained responsibil
ity for the continuing professional education pro
gram, marketing and public relations activities,
follow-up with potential clients and some ongoing
client contact. We have a schedule for turning over
these activities to others between now and the time I
reach sixty-five, our mandatory retirement age.
Transferring control of a business is a key facet of
estate planning. Clients should be concerned about
three financial essentials: (7) the continued health of
their companies, (2) their personal financial and tax
needs and (3) the needs of their families.
For the transfer of responsibility to succeed, good
planning is paramount—and the plan should be
formally committed to paper. The document should
Practicing CPA, August 1985

be approved by all of the client's management-level
personnel so that there is a general consensus about
the directions the firm should take. The plan should
anticipate change in management by addressing
company goals and succession strategy.
Despite the emotional difficulties that it may en
tail, clients who are founders of their firms should
give serious thought to choosing logical successors a
number of years before retirement. They must also
accept the idea that their successors will have dif
ferent managerial styles from theirs, even if they
have worked together for many years.
If a client wishes to turn over a family business to
an heir, find out whether or not the son or daughter
really wants the position and, if so, whether or not
he or she is qualified for the job. If a family member
would not make a suitable successor, you can per
form a valuable service by helping to identify a
candidate from within or even outside the company.
A clear statement of responsibilities should
govern the transition period. This should list the
duties to be transferred to the successor, those to be
retained by the founder and the timetable for trans
ferring the remaining duties. Long before the suc
cession date, you can help the company work out a
deferred compensation program or a stock redemp
tion plan for its retiring executives. Pension and
profit-sharing plans are also desirable.
The new chief executive must have adequate au
thority—without it responsibility doesn't work.
There may be times when the founder is tempted to
step back in to run the firm, but the impulse must be
curbed. Displaying a lack of confidence in the suc
cessor or undercutting his or her authority will un
dermine all of the planning. By bowing out
gracefully and by showing trust in the decision des
ignating the successor, the founder will strengthen
that individual’s ability to perpetuate the business.
As in all business plans, the human element
should be put ahead of financial considerations. Per
haps a client is determined to expand the business
to maximize profits. As the clients CPA, you would
prepare financial projections to measure the re
sources required in relation to the anticipated prof
its. But as the client’s counselor, as well as CPA, you
might go one step further. Ask yourself and the client
whether this is the right move at this stage in his or
her life. If the children are grown and doing well on
their own, and if the founder or spouse is in failing
health, it may be the wrong time to expand. Better
courses of action might be to let a successor take
charge of the proposed expansion effort, or to shelve
the expansion plan in favor of a concerted effort to
sell the business. □
—by Norman S. Rachlin, CPA
Coral Gables, Florida
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Attacking 1040s
If yours is a growing local firm and you are hiring
two or three entry-level staff accountants each year,
it means that, as tax season rolls around, you will
have two or three people on your staff who have
never been through one before. Not only that, there
will be several other staff members with only one or
two tax seasons under their belts, and the likelihood
is that partners will be inundated with questions
about tax return preparation. The fact is that new
people can consume time and cost the firm money.
Atkinson & Co., of Albuquerque, New Mexico, is a
growing local firm that experienced this situation.
It realized that new people need training and guid
ance, and that even people with one or two years'
experience need reminding about ways to save time

and prepare tax returns efficiently. To help staff,
Paul Vosburgh, CPA, a supervisor with the firm,
outlined the suggestions shown below for 1040
preparation.
The idea is to get staff members to think before
they ask questions. The firm believes that 1040s
should be attacked. But before they can attack a
return, staff members must look at it, determine the
treatment of all information going on it, refer to the
guides and manuals, read the instructions and look
at the examples. They should try to learn something
from the information available and keep the time
that partners are involved to a minimum. Staying
within a reasonable budget is also essential if the
service is to be profitable. Last tax season, Atkinson
& Co. profitably prepared 850 returns this way. □

1040 PREPARATION SUGGESTIONS
1. Review the time budget.
2. Be a detective!
3. Review prior years’ returns for
General understanding
Carryovers
Estimated payments
Refunds
4. Organize current year information:
Summarize
Cross-reference
5. Create a question list of items missing:
Compare with last year
Use common sense
Look for tax planning opportunities
Don’t assume that the client has given us everything!
6. Understand the tax treatment and the forms treatment of all information
going on the return. Refer to
PACKAGE X
MASTER TAX GUIDE
PREPARER’S MANUALS
OFFICE TAX SERVICE
Don’t guess!
7. Understand the computer input or manual forms:
Read the forms
Read the instruction manual
Don’t guess!
8. Discuss unresolved issues and the question list with the return supervisor.
9. Leave work paper documentation on all issues in the file.
10. Fill in the input form or manual form.
11. Make sure it’s right the first time!
Don’t rely on the reviewer to catch errors.

Practicing CPA, August 1985
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Processing Clients’ Data
In one issue of its client newsletter, Telling & Potter,
a Plattsburgh, New York, CPA firm, discusses rea
sons why some of its clients prefer the firm to do
their write-up work.
Sometimes, for example, small clients can’t find
suitable bookkeepers or aren’t able to supervise
bookkeeping operations. In some firms, book
keepers may have administrative duties. As a result,
bank reconciliations and ledger postings are done
only when time permits, and the bookkeepers find it
difficult to keep up with tax filing requirements,
particularly where it is not feasible for a client to
subscribe to a tax service. Also, clients’ bookkeepers
need someone to lean on at times.
Co-owners of a company often feel more secure if
an independent firm handles the record keeping, or
the owners may prefer to have confidential state
ments kept off premises. In addition, there is an
insurance benefit in having a duplicate of the gen
eral ledger off premises in the event of fire or theft.
Working with a CPA firm forces clients’ account
ing functions to become more disciplined. A client
may need current financial statements; or perhaps

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036—8775

the equity holders of a small, closed corporation rely
on managers and want to have a CPA do monthly
work and mail statements directly to them.
Some clients find that having Telling & Potter
process their data results in reduced accounting
costs. Measurable factors include reductions in time
and money spent on bookkeeping functions, and
reductions in year-end work and the cost of normal
accounting support. Intangible factors—those that
are difficult to measure—include better cash con
trol, reduced borrowing or increased interest
earned, better financial information available for
decision making, easier preparation of interim
statements and avoidance of penalties for late filings
or underestimates.
In the newsletter, Telling & Potter tells clients that
it provides many other computerized management
services, such as asset acquisition analysis, excess
working capital calculations, installment sales
analysis, projections, budgets and ratio prepara
tion. Concluding, Thomas Telling, CPA, says, “Let us
know if any of these services are of value to you."
Perhaps some of the reasons expressed will appeal
to clients of other firms too. □
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